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OFFICE OF THE

ATTORNEY GENERAL
STATE OF NEW JERSEY

BUREAU OF SECURITILS
153 Halsey Strcct

P.O. Box 47029

Ncwark, New Jersey 07101
(973) 504-3600

.......................................................

IN TIE MATTLR OF;

AMERICAN EXPRESS FINANCIAL : - CONSENT ORDER
ADVISORS INC., :

CRD # 6363

............................................................

— BLEFORE FRANKEINT.-WIDMANN, BURFAU CHTEF

The Burcau Chief makes the following findings, which American Express
Financial Advisors, Inc, neither admits nor denies:
I Amcrican Express Financial Advisors Inc, (“AEFA™) is a broker-dealer registered
with the State of New Jersey, Burcau of Sccuritics (the “Burcau”) which maintains
corporate headquarters at 707 Second Avenue South, Minncapolis, Minnesota. AEFA
operates through various branch office locations, including branch offices located at 2630
Fast Chestout Avenue, Vineland, New Jersey (the “Vincland Office™) and 11035 Laurel
Oak Road, Voorhecs, New Jersey (the “Voorhees Oftice”).
2. In Tate 2004, AEFA voluntarily brought to the Bureau's attention an internal
investigation it had initiated as a result of customer complaints against a registered agent
in the Voorhees Office, Arthur Davidson (“Davidson™). The investigation discloscd that
Davidson, an independent contractor working with AEFA pursuant to a tranchise

ithi ‘A as a "Franchi isor™), he d cli jgnaturcs
agreement (known within AFUA as a "Iranchisce Advisor"), had forged clicnt sigs
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on financial advisory service agreements and mutual fund redemption forms in order (o
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obtain money from his elients, in the form of cornmissions_without their knowledge or

consent. Upon receipt of this information, the Burcau instituted its own investigation of

ABFA's aclivitics, including its supcrvisory procedurcs.

3.

The Durcau’s investigation identified arcas of concern with respect to AEFA's

supervision of Franchisce Advisors licensed in the State of Ncw Jersey, most notably:

a. weaknesses in the enforcement of procedurcs to reasonably casure that the
forging of client signatures could be detected by the client and/or supervisory
personnel in a timely manner;

L. weaknesses in the supeevision of financial advisory services contracls

A renistered pring i ugh ¢
compliance supervision to registered and untegistered individu

entered into by ACGFA,

C. wcaknesses in the surveillance of {inancial advisory services; and

d. weakiesses in the sclection process by which registered principals
historically had been assigned and paid directly by financial advisors for
supervision in New Jersey, which perecived weaknesses have been addicessed and
coneeled.!

AEEA has tully cooperated with the Bureau’s investigation by:

i promptly bringing the Davidson investigation to the attention of the
RBureau, and (ully sharing the results of its investigation;

b. conducting a further internal investigation into issues raised at the outsct

of the Burcau's investigation, including forgeries;

ipal is an individual, qualified through cxamination, responsible for pr.nviding )
als associated with a financial services tirm.
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surveillance practices:
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5.

d. providing the Burcau with prompt access to personnel; and
c. complying with requests for information from the Burcau.

AELA has initiated or intends to initiate certain changes to its supervisory

procedures, that include:

Q. prohibiting a registered principal from serving a Franchisce Advisor in the
State of New Jerscy as both his compliance supervisor and business consultant;
b. sending client confirmation notices to all customers who sign a ncw

financial advisory services agreement (beginning in Scptember 2005);

¢ increasing training and awarencss for the detection and prcvention of
signature violations, including forgery and other signature issues;

d. enhancing supervision at the registered principal level of the fees charged
by Franchisce Advisors for financial advisory scrvices agreements (beginning in
I7all 2005);

c. cnhancing review at the registered principal level of financial services
deliverables al the time of delivery 1o the clicnt (heginning in Fall 2005);

L implementing new home office survcillance to detect inappropriate
activitics related to financial advisory services and to monitor advisor sales of
financial advice products;

e. requiring Franchisee Advisors to pay all supervisory fecs dircctly 1o

AULA; and
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h. implemenling a system that assigns compliance supervision based on

05

geographic proximily, assigns an on-site supervisor where one exists, and

climinates the ability of the Franchisce Advisor to choose his own compliance

supcrvisor.

WHEREAS the Bureau, part of the Office of the Attomey General, is the Statc
agency with the responsibility to administer and enforce the Uniform Sccurities Law
(1997), N.IS.A. 49:3-47 et scq., (the “Securitics Law”); and

WHEREAS NJ.S.A. 49:3-67 authorizes the Bureau Chicf from time 1o time to

make such orders as arc necessary to carry out the provisions of the Securitics Luw upon

a (inding thav the action is necessary or appropriate in the public interest or for the

protection ot investors and consistent with the purposcs fairly intended by the provisions
of the Securities Law; and

WHERKAS AEFA and the Iureau wish (o resolve these issucs without the
expense and delay that administrative proceedings would involve; and

WHUEREAS AEFA admits the jurisdiction of the Burcau of Securitics, over this
raatler, neither admits nor denies the findings of fact and conclusions of law contained in
this Order, and consents (o the entry of this Order by the Chicf of the Bureau of
Sceurilies; and

WHEREAS AETA has made restitution in excess of $450,000 to clicnts of
Arthur Davidson; and

WHIERIIAS ATUFA, in cooperation with the Office of the Attomey General and

the Bureau, is continuing to investigate the activitios of Davidson and others as to certain
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praclices in order to identi{y whether or not any additional repayments to clients of

AGFA are warranted: and

WHEREAS AEFA represents that it will report all issues identitied by the above
mvestigation to the Burcau and where appropriate fully compensate all New Jerscy
clients identified as a result of ALFA’s above investigation who suffered losscs as a
result of the identified activity; and

WIHEREAS ALEEFA, at the ditection of the Burcau, has initiated a preliminary
study of its procedures and operations within the State to uncover additional instances of
forpery; and

WIHEREAS this Consent Order concludes any and all investigations by the

| l]u.lifc:nl and an yc(vﬂ or administeative action (hat has or could be commenced against
ALEFA under the Securitics Law on behall of the State of New Jerscy regarding all
matters ‘lhnt the Burcau curvently has knowledge of relating to AEFA; and
WIHTRICAS the Bureau has a continuing interest in the investigation into the
activitics of Davidson and other Franchisce Advisors who may be identificd as having
cigaged in similar conduct; and
WHEREAS AEEFA agrees that for the purposes of any future proceedings beforc
the Bureau that this Order shall have the sume cffcct as if proven and ordeved after a full
WHEREKAS AEFA has represented that it will continue 1o cooperate with Lhe
Burcau in any ongoing investigation of Davidson and other Franchisee Advisors in New

Jersoy who may be identified as having engaged in similar conduct, and any other

N
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- ongomg investigations of individuals presently or formerly cmployed by or associated
wilth AEFA and liceased in New 'Jcrs"cy', and

‘y'v> MEREAS e Burcan rmm That ACTA S Taiturc 10 esuonsrf and/orenforce
pmrcduvtus nccessary fo detect thc d(.llVlthS of Davidson and ;nhcx Franchisec Advnsoxs |
who may be identificd as having engaged in similar conduct constitutes a failure to
supervisc and is grounds, pursuant to N.J.S.A. 49:3-58 and 67, for the éntry of an order
assessing a civil monetary penalty and such other remedies as may be ﬁéccssary in the
public inlcrcst' .'md‘

Wlll* RIT AS the Bureau Clm,f has fOund that the enlxy of this Ordcr is appmpudtc;_

inthe pubhc interest .md consistent wnh the pmpmcs fairly mtcndcd by the policy

provisions of the SbClllllle Law anid the rcgulauons promulgalcd thClCUndCl

NOW l‘llLlUTORI".,xtxs on thlq 037 d1y0%’2-g(;5 HERFBY e ‘\

ORDI I\H) lh\t A[‘F A, by consent and wuhout further hcarmu Ccasc and Desist from )

i ux(hcr v.lolalwn.s of thc New lu~s<.y Uniform Sccurities Act' and itis 1‘ .
' HJRHILR ORDFRFD (hat within 30 business d.nys froin the date of crmy of lhlS
Oldu ALIA shall retain an lndc,p( ndent expert, not ochchonabIe to the Buxcnu o
e vu,w API*A $ supervisory broculuns regarding its flnancml planning business. Thc
1nd_cpcndcnt cxpert shatl consulg ,wuh AEFA and the Bllrequ, to identify arcas of conc;m;

und 1t is : :

1

" FUR'CIIER ORDERED that within 90 business dayis from the date of entry of this
Order, AEFA shall require the independent expert to furnish a report to AEPA which
shall be revicwable by the Bureau and, at a minimum, addresses the scope and subjecct

matter specifications agreed to pursuant to this Order; and itis

6
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FURTIIER ORDERIED that within 30 business days from the date of the

independent expert report, ABEA shall submit to the Bureau a report outlining all

changes it intends to make to its business practices and supervisory procedures in
respousc to the independent expeit report, including a timeline for implementation that is
not objectionable to the Bureau; and it is

FURTIIER ORDERED that no later than November 30, 2005, AEFA shall
umplement all changes st forth in paragraph 5 above; and it s

FURTHER ORDERED thit, pursuant to N.J.S.A. 49:3-70.1, AEFA is asscssed
and shall pay a civil monctary penalty in the amount of $5,000,000 (the “Scttlement ‘

Funds™). Upon cntry of this Order by the Burcau Chief, AEFA shall immediatcly deposit

~ the Settlement Funds into counse) for AEFA’s intcrest bearing trust account. The
Scttlement Funds, with all accrued interest, shall be payablc to the “Statc of New Jerscy,

Burcau of Securitics” at the direction of the Burcau Chicf and no later than 45 days

following the exccution of this agrecinent. The Settlement Funds shall be deposited in

the Securities Bnforcement Fund established pursuant to N.J.S.A. 49:3-66.1,

OFFICE OF THE ATTORNEY GENERAL
NEW JERSEY BUREAU OF SECURITIES
STATE OF NEW JERSEY

by, CE i) Moty s, Srnemnis
gw Franklin L. ldmannﬁ v

Chief, BULCJU of Sccuntics
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Department of Law and I'ublic
Safcty :
Office of (ho Attornoy Qencral
DATED: Tune 27, 2005
Newark, New Sersey
 hiciaby consent to tha form and entry of this order without admilting or denying
the allcgations, findings, nnd conclusions of law sct forth herein.
By » C;(i g
ohn C, Iune
QOencral Counsel
Atncrican Bxpress Pinancial
Advisors Inc.
DATED: 279 T ne RO 5
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